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The Legislative Audit Committee 
of the Montana State Legislature: 


Enclosed is the report on the audit of the Board of Investments for 
the year ended June 30, 1983. 


The audit was conducted by Giblin, Riggs and Associates, Certified 
Public Accountants, under a contract between the firm and our 
office. The comments and recommendations contained in this report 
represent the views of the firm and not necessarily the Legislative 
Auditor. 


The agency's written response to the report recommendations is 
included in the back of the audit report. 


Respectfully submitted, 
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STATE OF MONTANA BOARD OF INVESTMENTS 
OVERVIEW OF AUDIT 


Our examination of the financial statements of the State of Montana 
Board of Investments was conducted primarily to enable us to render an 
opinion as to the fairness of their presentation. Included in this 
report are our opinions on the June 30, 1983 financial statements ex- 
pressed in out auditors' reports dated September 20, 1983. Included 
with our examination are specific audit procedures performed, as 
required by the Montana Legislative Auditor. They consist of the 
following: 


1. A review of the state laws applicable to the Board of 
Investments and any Federal regulations that might 
apply, to determine the Board's compliance therewith. 


2. Physical examination of all securities held by the 
Treasurer's office at June 30, 1983 and to confirm 
with the holding institution those securities held 
in safekeeping. 


3. Confirm with the servicing institution the outstanding 
balances for all mortgages and SBA loans owned at June 
303 LISS 


4. Examine all mortgages and related documents at speci- 
fied servicing agency locations. 


5. Test the accuracy of individual securities listed in 
the portfolio. 


6. Test Short-Term Investment Pool transactions to deter- 
mine compliance with established guidelines for opera- 
tion of the pool. 


7. Examine minutes of the monthly Board of Investment meetings. 


Our auditors' report on the 1983 All Other Funds financial statements is 
qualified because, in our opinion, the deferral of gains and losses on 
bond swaps is not in accordance with generally accepted accounting prin- 
ciples. The Board has followed the practice of deferring bond swap gains 
and losses in prior years, but not until the year ended June 30, 1981 did 
the dollar amount involved become significant. This was due mainly to a 
substantial increase in bond swapping activity because of advantageous 
market conditions. The bond swapping activity has continued during 1983 
and is considered material to the financial statements. 


Included in this report under the title "Memorandum of Suggested Improve- 
ments in Accounting Procedure and System of Internal Control" are items 
that came to our attention during the course of our audit (including a 
recommendation relative to bond swap gains and losses) that should be 
considered by the Board. These items were considered by us during our 
examination; however, they do not modify the opinions expressed in our 
auditors reports. The Board's actions relating to these suggestions 
should result in improved procedures and controls in future periods. 
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STATE OF MONTANA 
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APPOINTIVE AND ADMINISTRATIVE OFFICIALS 
JUNE 305983 


BOARD OF INVESTMENTS 


Joseph B. Reber, Chairman Term Expires January 1, 1988 

Eldon E. Kuhns Term Expires January 1, 1988 

Gregory C. Jergeson Term Expires January 1, 1985 

W. E. Schreiber Term Expires January 1, 1985 

Frederick B. Tossberg Term Expires January 1, 1985 

ADMINISTRATIVE OFFICIALS 

Morris L. Brusett Director, Department of Administration 
James R. Howeth Investment Officer 

Rodney G. Young Assistant Investment Officer 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


ALL OTHER FUNDS 


FINANCIAL STATEMENTS 


JUNE 30, 1983 & 1982 


GIBLIN, RIGGS & ASSOCIATES 
CERTIFIED PUBLIC ACCOUNTANTS 


FIRST FEDERAL SAVINGS & LOAN BUILDING « SUITE 206 JAMES M. GIBLIN, CPA 
2502 E. PIKES PEAK AVE e COLORADO SPRINGS, CO 80909 DENNIS R. RIGGS, CPA 


TELEPHONE 303 « 471-3300 


OPINION OF CERTIFIED PUBLIC ACCOUNTANTS 


To the Legislative Audit Committee 
of the Montana State Legislature 


We have examined the statements of investments managed by the State of 
Montana Board of Investments All Other Funds as of June 30, 1983 and 
1982, and the related statements of investment income and changes in 
investments managed for the years then ended. Our examinations were 
made in accordance with generally accepted auditing standards and, 
accordingly, included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circum- 
stances. 


The State of Montana Board of Investments All Other Funds follows the 
practice of deferring losses incurred on bond swaps and amortizing 
those losses over future periods. (See Note 2 to the financial state- 
ments). In our opinion, generally accepted accounting principles re- 
quire that bond swap losses be recognized in the year incurred for all 
agencies, except for Public Retirement Systems where it is acceptable 
to defer losses on bond swaps. 


In our opinion, except for the effect upon the 1983 and 1982 financial 
statements of deferring losses on bond swaps as discussed in the pre- 
ceding paragraph, the financial statements referred to above present 
fairly the investments managed by the State of Montana Board of Invest- 
ments All Other Funds as of June 30, 1983 and 1982, and its investment 
income and the change in its investments managed for the years then 
ended, in conformity with generally accepted accounting principles 
applied on a consistent basis. 


Our examinations have been made for the purpose of forming an opinion on 
the basic financial statements taken as a whole. The portfolio informa- 
tion as of June 30, 1983 (Appendix A), and the schedule of investment 
income by fund (Schedule 1), are presented for purposes of additional 
analysis and are not a required part of the basic financial statements. 
Such information has been subjected to the auditing procedures applied 
in the examination of the basic financial statements and, in our opinion, 
is fairly stated in all material respects in relation to the basic fin- 


ancial statements taken as a whole. 
( 


Giblin, Riggs & Associates 
Certified Public Accountants 


Colorado Springs, Colorado 
September 20, 1983 
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STATE OF MONTANA BOARD OF INVESTMENTS 


ALL OTHER FUNDS 
STATEMENT OF INVESTMENTS MANAGED 
JUNE 30, 1983 AND 1982 


Investements managed at book 
value (current value of 
$1,193,416,576 in 1983 and 
$891,620,380 in 1982) (Note 2) 

Dividends and interest 
receivable 

Net unamortized deferred losses 
on bond swaps (Note 2) 

Interest purchased receivable 


Total investments managed 


1983 


Sie PATS PAT S)5)7/ 
SLAW) 5 728} 


39,242,890 


O69 87, 


$ 1,288,647, 362 


The accompanying notes are an integral part 
of these financial statements. 


1982 


$ 1,069,772,678 
2796985 


42,892,106 
980,720 
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STATE OF MONTANA BOARD OF INVESTMENTS 
ALL OTHER FUNDS 


STATEMENT OF INVESTMENT INCOME 


FOR THE YEARS ENDED JUNE 30, 1983 AND 1982 


INCOME : 


Interest Income 
Dividend Income 
Realized Gain on Sale 

of Investments 
Rental Income 


Total Income 
EXPENSES 
Administrative Expenses 
Net Amortization of 
Deferred Losses on 


Bond Swaps (Note 2) 


Total Expenses 


Net Investment Income 


$ 132,728,460 
5,162 


2,692, 968 
36,446 


$_ 135,463 ,036 


$( 403,432) 


C3 ISR) 


SG 39185904) 


$ 131,544,132 


The accompanying notes are an integral part 
of these financial statements. 
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$ 120,623,663 
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STATE OF MONTANA BOARD OF INVESTMENTS 
ALL OTHER FUNDS 
NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 1983 


HISTORY AND ORGANIZATION 


The State of Montana Board of Investments (the Board) was created 
by an act of the Legislature to invest and manage the State of 
Montana's investment funds on a centralized basis. The invest- 
ments and the income therefrom are owned by various State of 
Montana agency funds and managed on their behalf by the Board. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Investments 


Investments, except mortgages, are presented in the statement of 
investments managed at book value (original cost adjusted for dis- 
count and premium amortization where applicable). Mortgages are 
presented in the statement of investments managed at par value. 
Mortgage discounts are recorded in the accounting records of the 
applicable administering agencies. Current values for publicly 
traded securities are determined primarily by reference to market 
prices supplied to the Board by various brokerage houses. Un- 
realized market loss on investments managed decreased by $154,293,917 
in 1983 and decreased by $3,513,545 in 1982. The investments 
managed relate principally to investments which will be held to 
maturity or otherwise disposed of at no significant loss to the 
fund. 


Premium and discounts are amortized using the straight-line method 
over the life of the securities. An average life of eight years 
is used for amortization of mortgage discounts. 


Bond Swaps 


Bond swaps involve trading one security for another security having 
the same par value for the purpose of enhancing portfolio content 
and/or yield. The Board defers gains and losses resulting from 
bond swaps and amortizes such gains and losses over the shorter 

of either the remaining life of the bonds sold or the replacement 
bonds purchased. As shown in the accompanying financial statements 
the accumulated net unamortized deferred losses on bond swaps as of 
June 30, 1983 and 1982 and the net amortization of the deferred 
losses on bond swaps for the years then ended were as follows: 


June 30, 1983 June 30, 1982 
Accumulated net unamortized 
losses on bond swaps: 
Agencies other than public 
retirement systems $15,142,406 $16,171,930 
Public Retirement Systems 24,100,484 265.720 .,4.76 
Total $39,242,890 $42,892,106 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 
~~ ALL OTHER FUNDS 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 
JUNE 30, 1983 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 


For the Year Ended 


June 30, 1983 June 30, 1982 
Net amortization of 

deferred losses on 
bond swaps: 

Agencies other than 

Public Retirement Systems Sy ILS Suis (57/0) S) DUR SL PQA TALy 
Public Retirement Systems 2,001, 802 1,609,599 
Total Se Big 7/2 See gsoLo 


INVESTMENTS NOT UNDER DIRECT CONTROL 


Land and buildings, the cost of which are also included in invest- 
ments managed in the accompanying financial statements, are not 
under direct control of the Board. The agencies administering 
these assets maintain control and provide the Board with the ne- 
cessary financial information. Rental income from these buildings 
is included in the statements of investment income; however, oc- 
cupancy and depreciation charges relating to the buildings are 

not material and have not been included in the statements of 
investment income. 


The book value of land and buildings included in investments managed 
in the accompanying financial statements was $283,347 at June 30, 
1983 and $292,621 at June 30, 1982. 


SECURITIES LENDING 


The Board has an agreement with Manufacturers Hanover Trust Company 
(Manufacturers) whereby Manufacturers would loan to other entities 
securities managed by the Board. During the period the securities 
are on loan, the Board receives a fee and Manufacturers must main- 
tain collateral equal to 102% of the market value of the securities 
loaned. The Board retains all rights and risks of ownership during 
the loan period. Included in interest income in the accompanying 
financial statements is $233,304 for the year ended June 30, 1983 
and $275,402 for the year ended June 30, 1982 of income from 
securities lending activities. At June 30, 1983 approximately 
$4,300,000 and at June 30, 1982 approximately $9,400,000 of securi- 
ties included in these financial statements had been leased by 
Manufacturers to other entities. 


; sea ar 
val 2s TET re i. 
4 os ay 


vie qn 


(Graiitnc>) uO ie A TIAIe a nate 


babys > 


—+ 


vat 


taal 
iy, & 
biwphitadies 
wu Ye bam GOO ,OTL, a0 
Ts fh UsbeToat wuld 
rn. ri? @a ats) TT al 


O9L‘7ZE 
£96°9726°T 


099° 720% *Z 
690*T89 
7SO*LTZ 
€S68‘O0T 
LIT*80€ 
967 ‘966 
0S” *O0€ 
G60°SSL‘E 
8z0‘TS 
608° 72 
0L9*72Z 
era 

OLO 216. VE 
G77°7SZ 
"G7 ‘61TE ‘4 
977° T69 
0€6‘°816 
102 ‘6% 
80L*EE0°9 
TOL‘ VEE SET 
OS” OTE *6T 
870° 772° 97 
OV7*66T'°SZ $ 


QWO DUT 
Jquowjzsaauy 
JON 


CEL SLE 
762 ‘SZL 


LSS°4T 
"60° TST°Z 
950° 759 
bor 0c 
OOE ‘TZ 
€19°962 
TT0‘ 266 
6£8°T8Z 
9TE*7L0‘4 
"8T°S9 
608° 72 
GS9°LTE 
WE 
SS0°L47°OT 
070 *8EZ 
ZL5*098‘E 
89L°SE9 
7TL‘8S8 
€L6°€4 
G98°8S/°¢ 
OT9*T76*ZT 
T£8 ‘708 ‘8T 
Gis “2%e Sz 
679*TZO°SZ § 


soTouesy 
07 pazjuey 
auooduT 


T ad INGaHOS 


c86T 


puny QUuoWerTIAY potjszuQ srzszystTyoaty 
puny T86T Settzes 

pung adueinsuy Adua3y 

pung ,SWTIOTA 9WTIAD 

puny 3snaj, 19990g 190g 

puny JuswMopuq uoxtq 

puny WeT [Ny JUeWeATJeYy ,Sisyovay, 
pung Aydanw *7 wetTTIMm 

puny PUFT@d pue jeod 

pung SupyuTS BurpTyng ‘*q'd ‘yoay euequow 
puny AjTuwapuy a.1nosoay 

puny JuswWarATJoY To1rzeg AemysTy 

puny Aanfuy Juenbasqns 

puny oao.ueinsuy [Tey 

puny JuoWeATJeYy ,Ssespne euequOoW 
pung Ajtandeg TeTI0S 

puny JusweitTJey ,Suap1eM ouRey 

puny I 8 IT TOoydg uowU0) 

puny Jsnaf odoT To) euejuoW ur9)Ssey 
puny SutyUutS Butpting od8uey BSuo7 
pung jsnay AQTSa9ATUp 27eIS PUR UOW 
euequoW jo AQTSADATUQ 

puny Jsniaj, Juouew19g 

puny ,SuowWeity Toaqunto, 

puny 3snay Teuorjeonpy 

puny JUusWerTJoy ,SJJTasys 

puny dAATBSaY VOTTOg aptmaqeqs 

puny SuryuTS xoTdwoj Sutpyting Aemy3ty 
puny uotjzesuaduog ,si1ayx10M 

puny AoeseT FY ASnIAl 

puny JuoWoArTJeay ,Silsyoeay, 

puny JuoWertTzJoy ,saokoTdwy oTTqGng 
puny ,Siainseaiy 


G86 ‘982 17 ‘029 
967° LTE SZ LOE * 765 ‘Z 
YLT SOT Oia 

872 °79 7020S 
(9T ) (9T 

9T8°E 9T8°E 
(8 ) (8 

€ST‘T €Si 1 

T8T 961 

GSS °4T GSS ‘*4T 
LLS*89L‘€ Ece Ono: € 
L£8S‘°478 €S7° 88 
OTS‘€SZ T6T ‘8E7 
TZ9°8S 7LT*88 
857‘ T8E Ove *99€ 
88T‘0z8 02S ‘*6T8 
8YT OLE 9EL°ZSE 
850‘680‘Z 919 °69T *Z 
698°09 €LS‘6L 
857° 6 695 °S8 

9ze “TE C0E<ce 

KG O€7 

BeZ eet. 21 857 ‘SHE SOT 
L9L*90€ 79€ 867 
986°L76°S TvE “6TL°S 
T69°LE6 Z£7*TL8 
8S0*V7E7‘T LHL OST -T 
£89‘99 SOT ‘99 

776 °80L°9 Z7E “987 °9 
88S “9ET “OT G9S°TTS ‘GT 
GTS°2L8°2Z €29‘970 ‘ZZ 
00T‘ 679‘ TE 6£S °S7S “OE 
LTE‘ 8E9‘ HT 890°76S‘*ST §$ 

awWosuyT Sot ouosy 
quowzsoaut 0} poz Toy 
JON aWOdUT 
€86T 
7861 8 €861 ‘O€ ANNC GHANA SUVAA AHL YOA 


QNN4 Ad AWOONT LNANLSAYANI AO AINGHHOS 


SGNN.1. YAHLO T1V 


SLINANLSAANI 40 GUYVOd VNVINOW AO ALVIS 


— bod 

» 
a ~ oe! 

fit 4 eyevue 

62299K ‘senvodqeaogs 

biti ee a9: i usin 


- > z « 
" eae) Lae iz act = e eit SF: - o 
+ oe 8 - Tho » ten/? oftbennes ae a? 7 

oe A ye Ni A aniwnta ¢ Thea! ented Pal: penne: “a 
tow) “aan s57 icy <SIVefgae - 
PS Gers ah 08, “SPA kSE 7 
. es - os ’ 
= » P ’ bre < > 280g than as * 

= me 7 Te - ak ' « - tT 7 
io BES “ a ! | 


776; 


silt 1Giea? 32) Riera 
70° pevovi it 
2 anktnl » - 


& «aI 


lol? cage 


Crm "i ia dal wiv hee 
bat. ae iano - 
swt 18O° ae: 
See Ue dotites casieitontt 
eo 


€99°EZTIOZT S$ = BHO GELS HTT $ ZET SHS TET § L8E°787°8ZT $ 
2 =e heen oS ici <2 = i Oa BOTAIIS 3qeaq puog onuaaady AeMYySTH 
=l0'= =0- 490 ‘*TT ZvT Spoae.01g puog onuarsy Aemysty 
-0- == 6£0‘06Z 760‘ L9L pung SuTyUTS seTrag TR6T 
=0= =(}= 09T‘Z O9T‘Z AB@1ASY YOOIS-YDOISAATT 
9€0‘6SE TST‘ 77Z 710947 70°97 pung SutTyUTS satiag Ogé6T 
L60‘9TZ L08 ‘66 LLS‘947 G8L*S8z pung SuTpTing uoypjesueduog ,srayr0M 
T70 ‘7 H€ $ TOLST9Z $ Z9€ “974 $ TES *TSY $ pun uoTjJeaauey To TdeD 
— guoouyT " Sapouesy ~ 9uoouy ” Seroussy 
JUSUSSAUT O07 pe Twsy JUS SOAUT 02 pez TWey 
ION ouWodUuT ION DWODUT 
7861 €86T 


SE 


7861 8 €86T ‘OF ANN GHGNA SUVAA AHL WOd 
(GHNNILINOO) GNONA Ad ANOONI LNAWLSAANI JO AINGAHOS 
SGNN4 WAHLO TIV 
(GHNNIINOD) T XINGHHOS SLNUNLSAANI JO GYVOd VNVINOW AO ALVLS 


-10- 


STATE OF MONTANA 
BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 


FINANCIAL STATEMENTS 


JUNES SO. 1963 “&. 1962 


GIBLIN, RIGGS & ASSOCIATES 
CERTIFIED PUBLIC ACCOUNTANTS 


TELEPHONE 303 « 471-3300 


FIRST FEDERAL SAVINGS & LOAN BUILDING « SUITE 206 JAMES M. GIBLIN, CPA 
2502 E. PIKES PEAK AVE » COLORADO SPRINGS, CO 80909 DENNIS R. RIGGS, CPA 


OPINION OF CERTIFIED PUBLIC ACCOUNTANTS 


To the Legislative Audit Committee 
of the Montana State Legislature 


We have examined the statements of investments managed by the State of 
Montana Board of Investments Short-Term Investment Pool as of June 30, 
1983 and 1982, and the related statements of investment income and 
distributions and changes in investments managed for the years then 
ended. Our examinations were made in accordance with generally accepted 
auditing standards and, accordingly, included such tests of the acc- 
ounting records and such other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion, the financial statements referred to above present 
fairly the investments managed by the State of Montana Board of Invest- 
ments Short-Term Investment Pool as of June 30, 1983 and 1982, and its 
investment income and distributions and changes in its investments 
managed for the years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 


Our examinations have been made for the purpose of forming an opinion on 
the basic financial statements taken as a whole. The portfolio infor- 
mation as of June 30, 1983 (Appendix A), and the schedule of investment 
income by fund (Schedule 1), are presented for purposes of additional 
analysis and are not a required part of the basic financial statements. 
Such information has been subjected to the auditing procedures applied 

in the examination of the basic financial statements and, in our opinion, 
is fairly stated in all material respects in relation to the basic finan- 
cial statements taken as a whole. 


rs iH - bd 
Aire, Loyg V Aen hse 
Giblin, Riggs & Associates 
Certified Public Accountants 


Colorado Springs, Colorado 
September 20, 1983 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 
STATEMENT OF INVESTMENTS MANAGED 
JUNE 30, 1983 AND 1982 


1983 1982 

Cash $ 735734 $ 26,831 
Interest receivable DeZol, 27, 6,406,799 
Investments managed at current value (cost 

of $238,830,603 in 1983 and $224,026,993 

in 1982) (Note 2) 240,550,140 217570038 

TOTAL ASSETS $245,885,401 $224,009, 668 
Accrued Expenses ( 23,091) ( 25,326) 

Value of units 245,862,310 223,984,342 
Income due participants (250865737) (G2R S472 54) 

Net asset value SZABO GOS $2215137,00L 
Units outstanding S 25 D\5,292 $ 245,941 
Unit value 963.06 910.72 


The accompanying notes are an integral part 
of these financial statements. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 


STATEMENT OF INVESTMENT INCOME AND DISTRIBUTIONS 


FOR THE YEARS ENDED JUNE 30, 


Interest Income 
Administrative expenses (Note 2) 
Net Income 
Income purchased by participants 
Income due participants, beginning 
of year 
Income available for 
distribution 


Income distributed on units 
sold (Note 2) 

November distribution (Note 2) 

May distribution (Note 2) 


Total distribution 


Income due participants, 
End of Year 


1983 


$ 26,447,371 
(Co AIA ken) 


S26, joe 90 


4,504,340 


2,847, 341 


Sessile da lb7il 


Sha HAE) SIS) 
AS CIs O7/S) 


WATE SENS 


$ 31,440,434 


$_ 2,086,737 


1983 AND 1982 


1982 

$ 30,188,114 
(Co 7barexetD) 
S29F Silos 283) 
4,845,220 
20085775 

Seah Z05228 
$ 3,568,465 


15,247,849 
15,606,573 


$ 34,422,887 


SZ Oa oak 


The accompanying notes are an integral part 
of these financial statements. 


-13- 


oa, _Berhon XO 3 a 
7" at a aeal =a pa HRs 


; 2 
Tue is ve pied ae 
7 


"aei 


pmb oe 
175%, ° 


~ 


+ Pare. 
th + cab 


STATE OF MONTANA 
BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 


STATEMENT OF CHANGES IN INVESTMENTS MANAGED 


1982 
$200,041,604 
ILILZ/ GOL) 5 Ske? 


( 161,625) 


(95,802, 340) 


FOR THE YEARS ENDED JUNE 30, 1983 AND 1982 
1983 

Net asset value, beginning of year S227 00m 
Value of units purchased by 

participants 139,488,518 
Changes in current value of invest- 

ments managed 13,510,603 
Value of units sold by participants (130, 360,549) 
Net asset Value, End of Year SAE SoU De STS 


The accompanying notes are an integral part 
of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 
NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 3 


HISTORY AND ORGANIZATION 


The State of Montana Board of Investments (the Board) was created 
by an act of the Legislature to invest and manage the State of 
Montana's investment funds on a centralized basis. The Short- 
Term Investment Pool (STIP) provides a short-term investment 
vehicle to participants (state and local governmental units) with 
a relatively small amount to invest. Investment in STIP affords 
the participant liquidity and a return on their investment. The 
investments and the income of STIP are owned by the participants 
as they purchase units and are managed on their behalf by the 
Board. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Administrative Expenses 


Administrative expenses incurred by the Board are charged to STIP 
daily based on the Board's expenses applicable to STIP. 


Income Distribution 


The value of units purchased or sold includes a daily computation 
of net asset value and income; therefore, income to point of sale 
is included in proceeds to the seller. Cash distributions of in- 
come are made to continuing participants on the last working day 
in the months of May and November. The amounts shown for value 
of units purchased and sold by participants are net of income 
purchased and income sold, respectively. 


Money Max System 


The Board utilizes an automated system (Money Max) for STIP 
accounting. Money Max automatically accrues investment income 
and expenses, computes unit values, etc., on an individual fund 
basis. Current values for investments are determined by Money 
Max through direct computer access from a New York securities 
valuation firm. Investments are presented in the statements 

of investments managed at current value. The value of invest- 
ments managed is adjusted daily for changes in the current value, 
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STATE OF MONTANA BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 
JUNE? 305 +1983 


SECURITIES LENDING 


The Board has an agreement with Manufacturers Hanover Trust Com- 
pany (Manufacturers) whereby Manufacturers would loan to other 
entities securities managed by the Board. During the period the 
securities are on loan, the Board receives a fee and Manufacturers 
must maintain collateral equal to 102% of the market value of the 
securities loaned. The Board retains all rights and risks of 
ownership during the loan period. Included in interest income 

in the accompanying financial statements is $60,170 for the year 
ended June 30, 1983 and $147,212 for the year ended June 30, 1982 
of income from securities lending activities. At June 30, 1983 
approximately $5,200,000 and at June 30, 1982 approximately 
$8,700,000 of securities included in these financial statements 
had been loaned by Manufacturers to other entities. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


MONTANA COMMON STOCK POOL 


FINANCIAL STATEMENTS 


JUNE 30, 1983 & 1982 


GIBLIN, RIGGS & ASSOCIATES 
CERTIFIED PUBLIC ACCOUNTANTS 


TELEPHONE 303 « 471-3300 


FIRST FEDERAL SAVINGS & LOAN BUILDING « SUITE 206 JAMES M. GIBLIN, CPA 
2502 E PIKES PEAK AVE « COLORADO SPRINGS, CO 80909 DENNIS R. RIGGS, CPA 


OPINION OF CERTIFIED PUBLIC ACCOUNTANTS 


To the Legislative Audit Committee 
of the Montana State Legislature 


We have examined the statements of investments managed by the State of 
Montana Board of Investments Montana Common Stock Pool as of June 30, 
1983 and 1982, and the related statements of investment income and 
distributions and changes in investments managed for the years then 
ended. Our examinations were made in accordance with generally accepted 
auditing standards and, accordingly, included such tests of the account- 
ing records and such other auditing procedures as we considered necessary 
in the circumstances. 


In our opinion, the financial statements referred to above present 
fairly the investments managed by the State of Montana Board of invest- 
ments Montana Common Stock Pool as of June 30, 1983 and 1982, and its 
investment income and distributions and changes in its investments 
managed for the years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 


Our examinations have been made for the purpose of forming an opinion on 
the basic financial statements taken as a whole. The portfolio infor- 
mation as of June 30, 1983 (Appendix A), and the schedule of investment 
income by fund (Schedule 1), are presented for purposes of additional 
analysis and are not a required part of the basic financial statements. 
Such information has been subjected to the auditing procedures applied 

in the examination of the basic financial statements and, in our opinion, 
is fairly stated in all material respects in relation to the basic finan- 
cial statements taken as a whole. 


Artin, Rggo « Ananrratra 
Giblin, Riggs & Associates 
Certified Public Accountants 


Colorado Springs, Colorado 
September 20, 1983 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 


STATEMENT OF INVESTMENTS MANAGED 
JUNE 30, 1983 AND 1982 


Cash 

Dividend receivable 

Interest receivable 

Investments managed at current 
value (cost of $91,093,319 in 
1983 and $74,937,646 in 1982) 
(Note 2) 


TOTAL ASSETS 
Income due participants 


Net asset value 


Units outstanding 
Unit value 


1983 


54,237 
475, 381 
57,078 


129,461,235 


$ 130,047,931 


¢ 


LO) 


$ 130,046,761 


92,844 
1,400.70 


1982 
$ 45,009 


430,561 
4,612 


77,835,626 
$ 78,315,808 
( Zoos), 


SeeiSeoilZ sor 


$ 80,175 
976.77 


The accompanying notes are an integral part 
of these financial statements. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
STATEMENT OF INVESTMENT INCOME AND DISTRIBUTION 


~ FOR THE YEARS ENDED JUNE 30, 1983 AND 1982 


1983 1982 

Interest income $ 6,403,567 S$ 5,136,948 
Income due participants, beginning 

of year Je S)5 yi 3,636 

Income available for distribution S$ 6,406,518 $ 5,140,584 

Distribution (Note 2) (6,405, 348) GEdSv75638)) 

Income due participants, 
End of Year $ it sal7@ S) Diol 


The accompanying notes are an integral part 
of these financial statements. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
STATEMENT OF CHANGES IN INVESTMENTS MANAGED 
FOR THE YEARS ENDED JUNE 30, 1983 AND 1982 


1983 1982 

Net asset value, beginning 

of year SeOeS2ne57 S 675903585 
Transfer of stock at market 

and cash to pool (Note 2) 22,342 -0- 
Value of units purchased by 

participants (Note 2) 13,089,963 22,135,688 
Value of units sold by 

participants (Note 2) ( i563) -0- 
Changes in current value 

of investments managed 38,622,962 (11,726,682) 
Net asset value, End 

of Year $130,046, 761 518,312,857 


The accompanying notes are an integral part 
of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
NOTES TO FINANCIAL STATEMENTS 
JUNE 3057 2983 


HISTORY AND ORGANIZATION 


The State of Montana Board of Investments (the Board) was created 
by an act of the Legislature to invest and manage the State of 
Montana's investment funds on a centralized basis. The Montana 
Common Stock Pool (Mont-Comp) was created in order to allow 
smaller retirement funds the opportunity to participate in the 
equity market via a diversified pool. 


Mont-Comp was created as of July 1, 1980 by the transfer from 
all other funds to Mont-Comp of all common stock owned by the 
Public Employees' Retirement System and the Teachers' Retirement 
System. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The Public Employees' Retirement System and the Teachers' Retire- 
ment System transferred virtually all stock owned into Mont-Comp 
at the start-up date and were issued units according to the market 
value of their contribution, retaining their original total cost 
basis. 


The initial unit value as of July 1, 1980 was $1,000. Unit values 
thereafter are calculated once a month at the close of the last 
business day of the month based upon the market value of the Mont- 
Comp equity holdings and other assets. Participants may only buy 
or sell units on the first business day of each month. 


Mont-Comp distributes to each participant investment income on 
the last business day of each month. This distribution is based 
on the full accrual basis so that all dividends and interest 
accrued during the month are returned to the participants based 
on the number of their units outstanding. 


SECURITIES LENDING 


The Board has an agreement with Manufacturers Hanover Trust Com- 
pany (Manufacturers) whereby Manufacturers would loan to other 
entities securities managed by the Board. During the period the 
securities are on loan, the Board receives a fee and Manufacturers 
must maintain collateral equal to 102% of the market value of the 
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STATE OF MONTANA BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 
JUNESSO> 1983 


SECURITIES LENDING (CONTINUED) 


securities loaned. The Board retains all rights and risks of 
ownership during the loan period. Included in interest income 
in the accompanying financial statements is $59,682 for the year 
ended June 30, 1983 and $38,201 for the year ended June 30, 

1982 of income from securities lending activities. At June 30, 
1983 approximately $80,000 and at June 30, 1982 approximately 
$225,000 of securities included in these financial statements 
had been loaned by Manufacturers to other entities. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


MEMORANDUM OF SUGGESTED IMPROVEMENTS 
IN ACCOUNTING PROCEDURES & 


SYSTEM OF INTERNAL CONTROL 


JUNE 30, “1963 


GIBLIN, RIGGS & ASSOCIATES 
CERTIFIED PUBLIC ACCOUNTANTS 


TELEPHONE 303 « 471-3300 


FIRST FEDERAL SAVINGS & LOAN BUILDING « SUITE 206 JAMES M. GIBLIN, CPA 
2502 E. PIKES PEAK AVE » COLORADO SPRINGS, CO 80909 DENNIS R. RIGGS, CPA 


To the Legislative Audit Committee 
of the Montana State Legislature 


We have examined the financial statements of the State of Montana Board 
of Investments for the year ended June 30, 1983, and have issued our re- 
port thereon dated September 20, 1983. 


As part of our examination, we made a study and evaluation of the Board's 
system of internal accounting control to the extent we considered neces- 
Sary to evaluate the system as required by generally accepted auditing 
standards. The purpose of our study and evaluation was to determine the 
nature, timing and extent of the auditing procedures necessary for ex- 
pressing an opinion on the Board's financial statements. Our study and 
evaluation was more limited than would be necessary to express an opinion 
on the system of internal accounting control taken as a whole. 


The management of the Board is responsible for establishing and maintaining 
a system of internal accounting control. In fulfilling this responsibility, 
estimates and judgements by management are required to assess the expected 
benefits and related costs of control procedures. The objectives of a 
system are to provide management with reasonable, but not absolute, assur- 
ance that assets are safeguarded against loss from unauthorized use or 
disposition and that transactions are executed in accordance with manage- 
ment's authorization and recorded properly to permit the preparation of 
financial statements in accordance with generally accepted accounting 
principles. 


Because of inherent limitations in any system of internal accounting con- 
trol, errors or irregularities may nevertheless occur and not be detected. 
Also, projection of any evaluation of the system to future periods is sub- 
ject to the risk that procedures may become inadequate because of changes 
in conditions or that the degree of compliance with the procedures may 
deteriorate. 


Our study and evaluation made for the limited purpose described in the 
first paragraph would not necessarily disclose all material weaknesses 
in the system. Accordingly, we do not express an opinion on the system 
of internal accounting control of the Board, taken as a whole. However, 
our study and evaluation disclosed no condition that we believed to be 
a material weakness. We do include in the following memorandum comments 
and suggestions which we do not consider to be material internal control 
weaknesses; however, they came to our attention during the course of our 
examination of the financial statements. These comments are offered as 
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constructive suggestions for the consideration of management as part of 
the ongoing process of improving accounting control and other financial 
and administrative practices and procedures. 


This report is intended solely for the use of management and the legis-— 
lature and should not be used for any other purpose. This restriction 
as to use is not intended to limit the distribution of this document 
which, upon acceptance by the Legislative Audit Committee, is a matter 
of public record. 


Hite, a9 FAggatrnte a 
4 

Giblin, Riggs & Associates 

Certified Public Accountants 
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DEFERRAL OF BOND SWAP GAINS/LOSSES 


Bond swaps involve trading fixed income securities, such as bonds, deben- 
tures and mortgages, for other fixed income securities having the same 
par value for the purpose of enhancing portfolio content, but primarily 
to improve yield. Because of increasing interest rates in current years, 
the market value of older securities has declined. As a result of this 
current market condition, this exchange of securities often gives rise 

to a loss on disposal of the older security. 


There are currently two ways of accounting for gains and losses on ex- 
changes of debt securities. One method is known as the completed trans- 
action method which recognized the gain or loss on a sale of a security 
at the time of the sale. The other method is the deferral and amortiza- 
tion method which recognizes a deferred gain or loss at the time of the 
sale and amortizes the deferral over the remaining life of the new (or 
old) bond. The Board uses the deferral method and amortizes gains and 
losses over the shorter of either the remaining life of the bonds sold 
or the replacement bonds purchased. The Board uses the deferral method 
on bond swaps because it is their belief that the recording of these 
losses in the financial statements of the participating funds would 
seriously affect these funds' ability to distribute their income and 
provide benefits and service. The Board also feels no sale should be 
recognized since the affect of the sale and repurchase of securities 
leaves the fund in essentially the same position as before. 


At this time, the deferral and amortization method of recording gains and 
losses on bond swaps is not in accordance with generally accepted accounting 
principles except for gains and losses occurring on bond swaps of Public 
Employees' Retirement Systems. Statement 6, ''Pension Accounting and 
Financial Reporting: Public Employee Retirement Systems and State and Local 
Government Employees" was adopted on April 7, 1983 by the National Council 

on Governmental Accounting. It makes it acceptable to defer gains and 

losses on bond swaps occurring in public employee retirement systems of state 
and local governments, however, other funds must be accounted for using the 
completed transaction method. 


RECOMMENDATIONS 


We recommend that the Board use generally accepted accounting principles 
in relation to the accounting of bond swap gains and losses. However, we 
also recommend the the Board provide information with respect to bond 
swap gains and losses to the various agencies and the Legislative Auditor, 
if requested. This would enable the various agencies to adjust their 
financial statements in accordance with generally accepted accounting 
principles. 


MANAGEMENT COMMENTS 


We do not concur (See page 31). 
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PHYSICAL EXAMINATION OF MORTGAGES 


Our examination of mortgages consisted of a review of all mortgage loans 
files and related supporting documentation which are held by servicing 
agencies for the Board of Investments. This examination was conducted 
at the servicing agencies indicated by the State Legislative Auditors 
1983 rotation schedule. 


Details of all exceptions noted were furnished to the Board at the end of 
Our examination. The exceptions which had not been cleared at that time 
consisted of the following: 


- 19 original mortgage notes missing 

- 3 original assignments lost 

- 3 loan files had no evidence of current insurance 

- 15 loan files had no evidence to show that property 
taxes were paid 


RECOMMENDATIONS 


We recommend that the Board and the servicing agencies continue to follow 
up on the above noted exceptions to complete their mortgage loan files. 


MANAGEMENT COMMENTS 


We concur. 


=99= 


Bupanane 10 Most 


is) | jie (eta Thee 


stont- assertion ike io smile © Oy lela) 


qnbaLvrw 4 4 ai! aw i Gree Merial sri aL WO lio lik inal 
fbervsnho- oav nel hnlinse st Th wa VST Varad {9 Wl. wen Som 
BOI WWA wi blalulpes 4201 vii ‘wh ‘hud aasl ‘ righ a Logue sel 4 

cf nossa 

in Does wi) Jo Bian : iw ip bp 1d) Ete 
ja 4 a boan i ; neue 7 

1 bere 

5") aé i i ' 


STATE OF MONTANA 
BOARD OF INVESTMENTS 
PRIOR YEAR RECOMMENDATIONS 


The State of Montana Board of Investments is in substantial compliance 
with the recommendations discussed in the 1982 audit report with the 
exception of the deferral of gains and losses on bond swaps, which is 


further discussed under the current year recommendations. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


AGENCY REPLIES 


ee 


DEPARTMENT OF ADMINISTRATION 
BOARD OF INVESTMENTS 


TED SCHWINDEN, GOVERNOR 


ee: ——— SIAIE OF MONTANA 


November 16, 1983 


Giblin, Riggs & Associates 
First Federal Savings & Loan 


Suite 206 
2502 East Pikes Peak Avenue 
Colorado Springs, CO 80909 


Dear Mr. Giblin: 
Our response to your recommendations is as follows: 
DEFERRAL OF BOND SWAP GAINS/LOSSES 
Management Comments - We do not concur. 
All long-term investment funds we manage have basically the same 
investment goals as the retirement funds. In the majority, when 
bond swaps occur in the retirement funds, the same swap occurs in 
other long-term funds. For consistent accounting, which is a general 
acceptable accounting principal, it is incomprehensible to us that we 
treat the same transaction different from the other. 
The auditor's suggestion is unreasonable and is contradictory. 
PHYSICAL EXAMINATION OF MORTGAGES 


Management Comments - We concur. 


All exceptions have been corrected. 


es R. Howeth 
nvestment Officer 


Sincerely, 


JRH/ns 
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CAPITOL STATION 


(406) 449-2656 HELENA, MONTANA 59620 
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